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' OATH OR AFFIRMATION

I, Barbara A. Turner - . swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
. as

Ohio National Equities, Inc,
of December 31 , .20 07 . are true and correct, | further swear {or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customér, except as follows:

t

i

. Fal
I
CRYSTAL 0. HOWARD MMZ&{ @ Murrys

Notary Public, State of Oftio Signature
My Commission Expires 04-21-09
: Vice President & Treasurer

Notary Public

his#feport ** contains (check all applicable boxes):

E/(,xr) Facing Page. .
f} Statement of Financial Condition.
B/ff) Statement of [ncome (Loss).
} Staternent of Changes in Financial Condition.

D/{U:) Statement of Changes in Stockholders’ Equity or Partners® or Sole Proprietors” Capital.
S/U} Statement of Changes in Liabilities Subordinated to Claims of Creditors.

{g} Computation of Net Capital.
O (4 Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
D/'b Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
a)(ﬁ_ A Reconciliation, including appropriate explanation ot the Computation of Net Capital Under Rule L5¢3-1 and the

Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

solidation. ! )
mnOalh or Affirmation.
O (m) A copy of the SIPC Supplemental Report.
O (n) A reportdescribing any material inadequacies found to exist or found to have existed since the date ot the previous audit.
|

**Eor conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(¢)(3).
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Suite 500
191 West Nationwide Boulevard

I

i

I KPMG LLP
I

|

| Columbus, OH 43215-2568
|

Independent Auditors’ Report

The Board of Directors !

We have audited the accompanymg statement of financial condition of Ohto National Equities, Inc.
(a wholly owned subsndlary of The Ohio National Life Insurance Company) as of December 31, 2007, and
the related statements of operations, changes in stockholder’s equity, and cash flows for the year then
ended that you are ﬁlmg pursuant to rule 17a-5 under the Securities Exchange Act of 1934. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these ﬁnancial statements based on our audit.

We conducted our audlt in accordance with auditing standards generally accepted in the United States of
America. Those standatds require that we plan and perform the audit to obtain reasonable assurance about
whether the financial étatements are free of material misstatement, An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the cffectiveness of the Company’s
internal control over fi nam:lal reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basus evidence supporting the amounts and disclosures in the financial statements,
assessing the accountmg principles used and significant estimates made by management, as well as
evaluating the overall If' inancial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Ohio National Equities, Inc. as of December 31, 2007, and the results of its operations
and its cash flows fo;r the year then ended, in conformity with U.S. generally accepted accounting

principles.

Our audit was conductc’!d for the purpose of forming an opinion on the basic financial statements taken as a
whole. The supplemen’tary information included in Schedule 1 is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary information
required by rule 17a-5 under the Securities Exchange Act of 1934. Such information has been subjected to
the auditing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly
stated in all material rest;pects in relation to the basic financial statements taken as a whole.

KPMe P

Columbus, Ohio
February 28, 2008

| KPMG LLP. & U 5. hmited kability partnership, 1s the U.5.
member firm of KPMG international, a Swiss cooperative.



Cash
Accounts receivable from affi
Other assets

Total assets |

Liabilities:

OHIO NATIONAL EQUITIES, INC.
(A wholly owned subsidiary of
The Ohto National Life Insurance Company)

| Statement of Financial Condition

December 31, 2007

Assets

liate, net (note 3)

Liabilities and Stockholder’s Equity

Accounts payable and accrued expenses

Commissions payable

Income taxes payable (notfT 2)

Total liabilities
Contingencies (note 5)

Stockhelder’s equity (note 4):

Common stock, without pa:r value. Authorized 10,000 shares; issued and outstanding
3,300 shares at stated value of $10 per share

Additional paid-in capital
Retained earnings

Total stockholder’s equity

Total liabilities

and stockholder’s equity

See accompanying notes to financial statements.

3,858,706
1,870,359
22,578

5,751,643

606,035
778,624
216,661

1,601,320

33,000
3,297,000
820,323

4,150,323

5,751,643




OHIO NATIONAL EQUITIES, INC.
(A wholly owned subsidiary of
The Chio National Life Insurance Company)

\

l

| Statement of Operations

| Year ended December 31, 2007
|
|
i

Revenues:
Distribution/sale of variable annuity contracts (note 3) $ 104,807,525
Sale of fixed annuity contracts {note 3) 3,097,804
Other income | 28,278
I 107,933,607
Expenses: '
Commissions (note 3) | 89,626,188
Employee compensation and benefits 8,684,171
Regulatory fees and expenses 645,730
Travel and entertainment | 1,935,391
Service contracts (note 3} | 1,287,837
Printing and prospectuses | 693,003
Professional fees | 40,400
General expenses 434,037

|
1 103,346,757
|

Income before income tax expense 4,586,850
Income tax expense (note 2) : 1,849,858
Net income | h 2,736,992

i

See accompanying notes to ﬁnancial statements.

|
I
|
|
|
|
|

i



OHIO NATIONAL EQUITIES, INC,
(A wholly owned subsidiary of
The Ohio National Life Insurance Company)

Statement of Changes in Stockholder’s Equity
Year ended December 31, 2007

Additional Total
Common paid-in Retained stockholder’s
stock capital earnings equity
Balance at December 31, 2006 § 33,000 3,297,000 (416,669) 2,913,331
Dividend to The Ohio Natioanl
Life Insurance Company (1,500,000) (1,500,000)
Net income t 2,736,992 2,736,992
Balance at December 31, 200? $ 33,000 3,297,000 820,323 4,150,323

See accompanying notes to financial statements.

F
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OHIO NATIONAL EQUITIES, INC.
(A wholly owned subsidiary of
i The Ohio National Life Insurance Company)

| Statement of Cash Flows
| Year ended December 31, 2007
|
|
Cash flows from operating activities:
Net income :
Adjustments to reconcile net income to net cash provided by operating activities:
Decrease in accounts receivable from affiliates
Decrease in other assets

Increase in income taxe;s payable
Increase in accounts payable and accrued expenses
1

Net cash proviaed by operating activities

Cash flows from financing acitivities:
Dividend paid to The Ohi? National Life Insurance Company

Net cash used in financing activities
Increase in cas:h
Cash at beginning of year !
Cash at end of year I
Federal income tax paid to Tl;le (Ohio National Life Insurance Company
|
See accompanying notes to financial statements.

|
|
|
|
|

2,736,992

5,368
125
166,272
407,837

3,316,594

(1,500,000)

(1,500,000)

1,816,594
2,042,112

3,858,706

1,543,114




(1)

(2}

OHIO NATIONAL EQUITIES, INC.
(A wholly owned subsidiary of
The Ohio National Life Insurance Company)

Notes to Financial Statements

December 31, 2007

|
|
i

General Information a;nd Significant Accounting Policies

Ohio National Equities, Inc. (the Company) was incorporated in Ohio in 1996. The Company commenced
operations in August of 1997. The Company, which is a wholly owned subsidiary of The Ohio National
Life Insurance Company (ONLIC), is registered as a broker and dealer and has claimed exemption under
the Customer Protection Rule, SEC Rule 15¢3-3, Section K(1) which requires the Company to promptly
deliver all funds and securities and limits transactions to investment company shares. As a result, the
Company is exempt from reporting the following schedules, “Computation for Determination of Reserve
Requirements under Rule 15¢3-3,” and “Information for Possession or Control Requirements under Rule
15¢3-3.”

The Company earns relvcnuc by retaining a sales load from the sale of variable life insurance contracts,
variable annuity contra¢ts, and fixed annuity contracts on behalf of ONLIC to unrelated third party broker
dealers under a distribution agreement with ONLIC. Under the distribution agreement, the Company eamns
revenue by distnbutmg ONLIC’s variable annuity, fixed annuity and variable life products. The
distribution agreement establlshes the amount of revenue due to the Company from ONLIC. Commission
expense reimbursed to IONLIC is derived from retail distribution agreements with third party distributors.
See note 3 conceming related party transactions.

Service contract expense is recognized ratably over the year based on annual rates established under an
administrative agreement with The O.N. Equity Sales Company (ONESCO) and based on annual cost
models for direct and1 indirect costs related to services performed by ONLIC established under an
administrative agreement with ONLIC. See note 3 concerning related party transactions.

| . : .
Employee compensation, regulatory fees, travel and entertainment, professional fees, printing and
prospectuses and generz;ll expenses are recognized as they are incurred by the Company.

Management of the Cor!npany has made a number of estimates and assumptions relating to the reporting of
assets and liabilities and the disclosure of contingent assets and liabilities as of the date of the statement of
financial condition and revenues and expenses for the reporting period to prepare these financial statements
in conformity with accgunting principles generally accepted in the United States of America. Actual results
could differ from those ‘estimates.

The carrying value of assets and liabilities approximate their fair value.

|
Comprehensive income includes net income as well as certain items that are reported directly within a
separate component of stockholder’s equity that are excluded from net income. Currently, net income is the
Company’s only component of comprehensive income.

Income Taxes l

The Company files ajconsolidated Federal income tax return with ONLIC. The Company utilizes a
consolidated approach, to the allocation of current taxes, whereby, the tax benefits resulting from any
operating losses by the Company, which would be realized by ONLIC on a consolidated return, go to the
benefit of the Company. The Company has not established any deferred tax assets, liabilities or valuation

| 6 (Continued)
|
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| OHIO NATIONAL EQUITIES, INC.
(A wholly owned subsidiary of
The Ohio National Life Insurance Company)

I Notes to Financial Statements

December 31, 2007

allowances in accordance with the provisions of the Financial Accounting Standards Board’s Statement of
Financial Accounting Standards (SFAS) No. 109, Accounting for Income Taxes, as temporary differences
are immaterial to the fmlam:la] position of the Company.

On January 1, 2007, t:he Company adopted FASB Interpretation 48, “Accounting for Uncertainty in
Income Taxes” (FIN 48). FIN 48 addresses the accounting and disclosure of uncertain tax positions. FIN
48 prescribes a recognmon threshold and measurement attribute for the financial statement recognition and
measurement of a tax posmon taken or expected to be taken in a tax return. The difference between the tax
benefit recognized in the financial statements for a position in accordance with FIN 48 and the tax benefit
claimed in the tax retu{‘n is referred to as an unrecognized tax benefit. The adoption of FIN 48 had no
material impact to the Company.

Total income tax expense for the year ended December 31, 2007 differs from the amount computed by
applying the U.S. Federal income tax rate of 35% to income before federal income tax expense as follows:

i Amount Percentage
Computed {expected) tax expense $ 1,605,398 35.00%
Nondeductible expenses (meals and entertainment) 112,532 2.45%
State tax & interest expense, net of Federal income tax benefit 131,928 2.88%
|
Total expense and effective rate $ 1,849,858 40.33%

Related-Party Transactions

The Company has a service contract with ONLIC whereby the Company is billed for services, office
space, equipment and materials necessary to the operation of the Company’s business. There is no
assurance that these costs would be similar if the Company had to obtain such services, office space,
equipment and matenals on its own. The expenses incurred pursuant to this contract were $1,260,960
in 2007. The Company had no payable due to ONLIC related to this service contract as of
December 31, 2007. These expenses were reduced by $23,123 for employee benefit chargebacks related to
National Security Life and Annuity Company (NSLAC) and Suffolk Capital Management, LLC services,
which are affiliates of the Company.
i

The Company has a se!rvice contract with ONESCOQ, an affiliate, whereby the Company pays $50,000
annually for services. There is no assurance that these costs would be similar if the Company had to obtain
such services on its own. As of December 31, 2007, the Company had no payable to ONESCO related to
this contract.

7 (Continued)
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(A wholly owned subsidiary of
The Ohio National Life Insurance Company)

Notes to Financial Statements

|

|

|

t

|

| OHIO NATIONAL EQUITIES, INC.
|

|

; December 31, 2007

The Company has a dlstnbuuon agreement with ONLIC to distribute variable and fixed annuity contracts.
In connection with the sale of these contracts, the Company records sales loads and related commission
expenses. During 2007 the sale of these contracts resulted in income of $107,905,329 and commission
expense of $86,317, 229 (excluding marketing allowance expenses of $3,308,959). The receivable due from
ONLIC related to this qllstnbutlon agreement was $1,878,979 as of December 31, 2007.

As of December 31, é007, there were receivables from other affiliates of $48,285 related to product
marketing and distribution services provided to those affiliates.

i
As of December 31, 2007, there were payables to ONLIC of $56,905 for expenses paid by ONLIC on
behalf of the Company.

|
Net Capital Requirement

The Company, as a rf:ﬁgislered broker and dealer in securities, is subject to the Securities and Exchange
Commission Uniform Net Capital Rule (Rule 15¢3-1 or the Rule). Under the computation provided by the
Rule, the Company is required to maintain “net capital” equal to the greater of $5,000 or 1/15 of

“aggregate indebtedness,” as those terms are defined in the Rule. The Rule also provides that equity capital
may not be w1thdrawn or cash dividends paid if the resulting net capital ratio would exceed 10 to 1. At
December 31, 2007, the Company had a minimum capital requirement of $106,755, and “aggregate
mdebtcdness” and “net capital” of $1,601,320 and $2,012,386, respectively and ratio of aggregate
indebtedness to net capital of 0.80.

Contingencies !

|
The Company is a defendant in certain claims and legal actions arising in the ordinary course of business.
In the opinion of management, after consultation with legal counsel, the ultimate disposition of these
matters is not expected to have a material adverse effect on the Company’s financial condition or results of

operations.
|

Subsequent Event |
f
On January 1, 2008, the Company announced the implementation of deferred bonus plans for external

wholesalers and district sales managers. These plans are intended to provide deferred cash compensation
to certain employees |of the Company in order to provide a material incentive toward increasing sales,
increasing the value of the Company, and continuing service.

|
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OHIO NATIONAL EQUITIES, INC.
(A wholly owned subsidiary of
The Ohio National Life Insurance Company)

Computation of Net Capital under Rule 15¢3-1
December 31, 2007

Aggrepate indebtedness:
Accounts payable ‘

Net capital
Minimum capital required to be maintained (greater of $5,000 or 1/15 of aggregate
indebtedness of $1,601,320)

Net capital in excess of requirements
|

Ratio of aggregate indebtedness to net capital
|

Net worth: I
Common stock |
Additional pald -in capnal
Retained earnings

Total net wortht

Deduct: i
Nonallowable assets: :
Accounts receivable from affiliate
Other assets !
Fidelity bond deductible

Net capital before haircuts on securities positions

Haircuts on securities computed pursuant to Rule 15¢3-1:
Other securities 1

!
Net capital F

Note: The above computatlon does not materially differ from the computation of
net capital under Rule 15¢3-1 at December 31, 2007, filed on unaudited
Form X-17A-5, Part }IA on January 25, 2008.

See accompanying independe#ll auditors” report.
l

Schedule 1

1,601,320

2,012,386

106,755

1,905,631

0.7957

33,000
3,297,000
820,323

4,150,323

1,870,359
22,578
245,000

2,137,937

2,012,386

2,012,386
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KPMG LLP

Suite 500

191 West Nationwide Boulevard
Columbus, OH 43215-2568

Independent Auditors’ Report on Internal Control Required by
SEC Rule 17a-5(g)(1) for a Broker Dealer Claiming an Exemption from SEC Rule 15¢3-3
F

|
Board of Directors I

Ohio National Equities, Inc.:

In planning and performing our audit of the financial statements of Ohio National Equities, Inc. (the
Company), as of and for the year ended December 31,2007, in accordance with auditing standards
generally accepted in thé United States of America, we considered the Company’s internal control over
financial reporting (internal control) as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s intermal control. Accordingly, we do not express an opinion on the
effectiveness of the Company’s internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made a
study of the practices and procedures followed by the Company including consideration of control
activities for safeguarding securities. This study included tests of such practices and procedures that we
considered relevant to the objectives stated in rule 17a-5(g) in making the periodic computations of
aggregate indebtedness (and aggregate debits) and net capital under rule 17a-3(a)(11) and for determining
compliance with the exemptive provisions of rule 15¢3-3(k)(1). The Company does not carry margin
accounts; promptly trarismits all customer funds and delivers all securities sold in connection with its
activities as the broker dealer, does not otherwise hold funds or securities for, or owe money or securities
to customers. i

|
Because the Company 'does not carry securities accounts for customers or perform custodial functions
relating to customer sccurities, we did not review the practices and procedures followed by the Company in
any of the following: |

i
1} Making the !quartcrly securities examinations, counts, verifications, and comparisons and
recordation of differences required by rule 17a-13.

2} Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regylation T of the Board of Governors of the Federal Reserve System.

The management of th(ia Company is responsible for establishing and maintaining internal contro! and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls,
and of the practices and procedures referred to in the preceding paragraph, and to assess whether those
practices and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the
objectives of internal c'ontrol and the practices and procedures are to provide management with reasonable
but not absolute assurance that assets for which the Company has responsibility are safeguarded against
loss from unauthonzcd use or disposition and that transactions are executed in accordance with
management’s authorization and recorded properly to permit the preparation of financial statements in

KPMG LLP. a U.S. Iimited liatility partnarship, is tha LS.
member fum of KPMG Intemational, 8 Swiss cooperative.
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hconic '
conformity with accounm}lg principles generally accepted in the United States of America. Rule 17a-3(g)
lists additional objectives, of the practices and procedures listed in the preceding paragraph. Because of
inherent limitations in internal control and the practices and procedures referred to above, error or fraud
may occur and not be detected. Also, projection of any evaluation of them to future periods is subject to the

risk that they may becomle inadequate because of changes in conditions or that the effectiveness of their
design and operation may deteriorate.

A controt deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements
on a timely basis. A SIgmﬁcant deficiency is a control deficiency, or a combination of control deficiencies,
that adversely affects thc entity’s ability to initiate, authorize, record, process, or report financial data
reliably in accordance w1th accounting principles generally accepted in the United States of America such
that there is more than a femote likelihood that a misstatement of the entity’s financial statements that is
more than inconsequentialr will not be prevented or detected by the entity’s internal control.

A material weakness is asignificant deficiency, or combination of significant deficiencies, that results in
more than a remote likelitiood that a material misstatement of the financial statements will not be prevented
or detected by the entity’si internal control.

Our consideration of internal control was for the limited purpose described in the first and second
paragraphs and would no'l necessarily identify all deficiencies in intemal control that might be material
weaknesses. We did not 1dent1fy any deficiencies in internal control and control activities for safeguarding
securities that we consider to be material weaknesses, as defined above. However, we identified a
deficiency in internal control that we consider to be a significant deficiency, and communicated the
significant deficiency in \\::riting to management and those charged with governance on February 27, 2008

We understand that pracltices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act }of 1934 and related regulations, and that practices and procedures that do not
accomplish such objecnves in all material respects indicate a material inadequacy for such purposes. Based
on this understanding and on our study, we believe that the Company’s practices and procedures, as
described in the second paragraph of this report, were adequate at December 31, 2007, to meet the SEC’s
objectives. However, we!identified a deficiency in internal control that we consider to be a significant
deficiency, and communitated the significant deficiency in writing to management and those charged with
governance on February 27 2008

This report is intended solely for the information and use of the Board of Directors, management, the SEC,
and other regulatory agencies that rely on rule 17a-5(g) under the Securities Exchange Act of 1934 in their
regulation of registered brokers and dealers, and is not intended to be and should not be used by anyone
other than these specifiedjparties.

Columbus, Ohio
February 28, 2008

! "END



